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| 
KEY ECONOMIC INDICATORS | 


(MILLIONS OF CURRENT U.S. DOLLARS, EXCEPT WHERE STATED) 


1986 1987 1988 (Est.) 
Average Exchange Rate (1AD=) 0.213 0.205 0.170 
DOMESTIC ECONOMY 
Population (Millions) a ” 2322 23.9 
Population Growth (%) 3.16 3.06 2.84 
Gross Domestic Product (GDP) 57480 60370 51360 
Per Capita GDP ($ Thousand)* 2555 2602 2150 
GDP (Constant $ - 1980=100) 43536 42236 35025 
GDP (Constant AD - % Change) 0.6 0.8 0.0 
Inflation Rate ($%) 7 13.6 14.0 
PRODUCTION AND EMPLOYMENT 
Labor Force (Millions 4.6 4.8 52:0 
Unemployment (%, Yearly Avg.) 17.3 18.3 21.8 
Mfg. Output (1980=100) 4142 3748 N/A 

Percent Change (Dinars) 426 -2.1 N/A 
Consolidated Govt. Deficit 

(Net of Debt Repayment ) §245 §125 4950 
BALANCE OF PAYMENTS 
Exports 7530 8660 8100 
Imports 8320 6400 6400 
Trade Balance -1210 2260 1700 
Net Invisibles -2400 -2200 -2000 
Current Account Balance -3610 60 - 300 
Foreign Direct Investment 0 T0 L5 
Foreign Debt (Year End) 20100 22200 23800 
Debt Service 5004 §245 5770 
Debt Service/Current Receipts (%) 51.4 54.9 62.0 
Foreign Reserves (Year End) 1660 1640 900 
U.S.-ALGERIAN TRADE 
U.S. Exports To Algeria 453 426 890 
J.S. Imports From Algeria 1980 2144 2350 
U.S. Trade Balance -1527 -1718 -1460 
J.S. Share of Algerian Exports 26.3 24.8 29.0 
U.S. Share of Algerian Imports 5.4 eck 13.9 
U.S. Bilateral Assistance: / 

Military ($ Thousand) 46 100 105 

Economic - - boo 


* OVERSTATED DUE TO OFFICIAL EXCHANGE RATE OVERVALUATION; FOR 
RELATIVE PURCHASING POWER PARITY RATE, DOLLAR FIGURES GIVEN CAN BE | 
DIVIDED BY THREE. | 
SOURCES: MINISTRY OF FINANCE, NATIONAL STATISTICS OFFICE, IMF, USDOC 





A. SUMMARY* 


Algeria is in its third year of economic recession brought on 
by the drop in hydrocarbons prices and the fall in the value of 
the dollar in 1986. The weaker dollar not only reduced export 
earnings but also increased the cost of servicing the 
non-dollar portion of the country's foreign debt. As a result, 
the government has had to pursue demand compression policies 
which have limited economic growth and reduced per capita GDP. 
In spite of these difficulties, Algeria maintains its 
reputation as one of the more responsible LDC debtors. 


In addition to reducing imports and reining in demand, Algeria 
has moved to diversify its economy and increase economic 
efficiency outside the hydrocarbons sector. Large socialist 
collective farms were broken up and distributed to private 
managers in late 1987, with modest success mitigated by a 
second year of drought and an invasion of desert locusts. 
State-owned companies are being given greater management 
autonomy, and managers are being held accountable for the 
profitability of their operations. Restrictions on the private 
sector are being reduced slowly, as is the government monopoly 
on foreign trade and domestic distribution of essential 
commodities. Financial sector reforms are also promised, but 
they fall short of the measures needed to assure rational 
distribution of credit and control of the money supply. 
However, the government has allowed the official dinar exchange 
rate to devalue against most major currencies, including the 
U.S. dollar. Nonetheless, the dinar remains overvalued by as 
much as 300 percent. 


By October 1988, economic austerity, erosion of purchasing 
power, persistent water shortages and perceptions that reform 
was being blocked by the privileged class sparked a week of 
rioting in Algiers and other urban centers. The government has 
responded to the complaints expressed during the rioting by 
undertaking a limited program of political liberalization and 
by promising to accelerate economic reform. Likelihood of 
further declines in energy prices, falling foreign currency 
reserves and continued weakness of the dollar constrain 
Algeria's ability to meet economic reform objectives without 
increasing external debt to unsustainable levels. Greater 
efforts to increase foreign investment and international 
lending linked to specific policy objectives will be required 
if the country is to meet the expectations of its rapidly 
growing population. 


Despite these problems, Algeria remains one of the better 
markets on the African continent for U.S. goods and services. 
Proposed changes in rules governing foreign trade, local 


* This report was prepared in January 1989 











representation of foreign firms and incentives to foreign 
investment bode well for increased economic and commercial 
relations between the United States and Algeria. However, some 
difficulties remain. French is the exclusive language of 
business, although more and more Algerians are comfortable with 
English. Financing--including use of countertrade--has become 
crucial to winning contracts, and requests are frequent for 
12-18 month financing of purchases once routinely paid for by 
letters of credit. Delays of up to 9 months in payments to 
foreign suppliers are not uncommon. 


Algeria is a good market for U.S. farm products--over $600 
million sold in 1988--and for certain industrial components and 
spare parts. There are specialized markets for finished 
products, ranging from medical equipment and satellite 
technology to hydrocarbons equipment and services. 


B. CURRENT ECONOMIC SITUATION AND TRENDS 


In the wake of the plunge in oil prices and weakening of the 
U.S. dollar in 1986, Algeria has deliberately compressed 
internal demand in order to manage its budget and current 
account deficits. While this policy has enahled the country to 
meet its debt service obligations, it has also resulted in 
economic stagnation. Gross domestic product (GDP) has grown by 
a total of 1.4 percent since 1985, while the population has 
increased by 2.8 percent per annum. Domestic demand fell bv 8 
percent in 1987 and is projected to decrease by 4 percent in 
1988. The government imposed a freeze on civil service hiring 
and wages in late 1986, and farm incomes were lower in 1988 due 
to drought, yielding a sharp reduction in household income and 
contributing substantially to the civil unrest of early 
October. Per capita GDP has fallen to an estimated $2,150 for 
1988, down from $2,555 in 1986. This figure is overstated due 
to the overvalued official exchange rate; at the relative 


purchasing power parity exchange rate, 1988 per capita GDP is 
roughly $770. 


Sectoral growth indicators remain well below 1985 levels, 
despite reform efforts. Agricultural output, which grew by 30 
percent in 1985 and only 5.6 percent in 1986, increased 6.4 
percent in 1987. Liberalization of farmgate prices and changes 
in land management offset the negative effects of drought in 
western Algeria. Production will probably not increase 
appreciahly in 1988; continued drought has caused a sharp drop 
in cereals output. Manufactures showed limited growth in 1987 
as import restrictions reduced availahility of raw materials 
and spare parts; little growth is likely in 1988. Import 
restrictions have also hurt the construction industry. Real 





activity fell by 2 percent in 1987 and is expected to fall by 
the same amount in 1988. Hydrocarbons output was up 2.3 
percent last year on the strength of higher oil prices and 
increased natural gas production. Growth will be lower for 
1988 as the value of crude and refined products has fallen. 
The volume of crude production has also dropped as Algeria's 
older wells encountered pressure problems. 


It is important to note that Algeria's GDP figures are inflated 
because overvaluation of the dinar exaggerates the value of 
local production. The current official exchange rate is 
roughly 6.4 dinars per dollar, while the parallel market rate 
is running at over 30 dinars per dollar. A realistic exchange 
rate calculated on the basis of relative purchasing power 
parity would be 18-20 dinars per dollar. At that rate, this 
year's nominal GDP would be about $11 billion, and hydrocarbons 
would comprise 75 percent of output value. 


The government is moving ahead with plans to liberalize the 
economy, and the October 1988 riots seem to have accelerated 
the pace of reform. In recent months banks have been granted 
autonomy in project financing for both the public and private 
sectors; regulations granting state enterprises monopoly over 
trade and production in most industries have heen abolished: 
foreign firms are being allowed to set up local offices; 
tourism has been opened to fully private-sector joint ventures; 
consumer subsidies have been reduced; and the dinar has heen 
allowed to devalue slightly against major currencies. In 
addition, private firms will now receive a portion of the 
government-controlled import budget, to be disbursed by the 
National Chamber of Commerce. Holding companies have been set 
up to oversee management of state enterprises; the state firms 
and their holding companies will be evaluated according to 
their profitability. Firms which cannot stand on their own 
without government subsidies may be liquidated. Key exceptions 
will be hydrocarbons firms and the state-owned steel company. 
Further changes are expected under the new government of Prime 
Minister Kasdi Merbah, installed early November 1988. 


C. EMPLOYMENT AND CONSUMPTION 


Algeria's official unemployment rate is expected to reach 21.8 
percent in 1988; layoffs due to import restrictions, 
reorganization of state companies, and possible liquidation of 
some firms will no doubt raise that figure above 25 percent in 
the short term. Burgeoning unemployment will be at least 
partially offset by employment opportunities in the parallel 
market and by startup of the businesses resulting from policies 
to encourage greater private sector activity. However, with a 
population of nearly 24 million--60 percent of whom are under 











age 25--and a population growth rate of 2.8 percent, 
unemployment will remain a major social issue for the 
foreseeable future. The government hopes to create 90,000 jobs 
per year through 1990, with at least 30,000 jobs per year in 
the private sector. Recent government studies show that new 
entrants to the labor market may be double the number of new 
jobs created over the next several years, given the slowdown in 
economic activity and efforts to increase productivity in the 
state sector by reducing padded payrolls. 


Some 45 percent of Algeria's current labor force has received 
less than a full primary education; 23.7 percent have completed 
only primary school, and only 22.5 percent have gone through 
secondary school. Unskilled labor makes up 38.6 percent of the 
labor force. Only 7.5 percent of those under age 20 are 
employed, and the average time between school-leaving and 
employment is 6 years. 


Household income has continued to fall since 1986, resulting in 
a 10 percent decline in private consumption in 1987. A severe 
housing shortage has raised rents and given impetus to social 
unrest, particularly among the young, who find that they are 
obliged to live with their parents until well beyond the 
average age of independence in neighboring Morocco and 
Tunisia. Government efforts to promote housing construction 
through increased fiscal incentives and relaxed credit policy 
have run afoul of import compression policies which have 
drastically cut availability of construction materials and 
equipment. Import cuthacks have also reduced availability of 
basic consumer goods, including foodstuffs, another source of 
the discontent that prompted the October riots. Stagnant local 
production and government policy of fiiancing the treasury 
deficit through credit expansion have meant very high prices 
for those goods which are available. While the official 
inflation rate is expected to reach 10 percent in 1988, this 
rate includes a number of subsidized consumer goods which are 
not in fact available except on the parallel market at 
substantially higher than official prices. The actual 
inflation rate should be about 14 percent. 


Inflation will remain high until the government reforms the 


financial sector and gives the Central Bank autonomous 
authority to control the money supply. 


D. INVESTMENT 


Import reductions, declining foreign currency reserves, and an 
austere government budget, due to reduced hydrocarbon revenues, 
have crippled investment spending. Gross fixed capital 

formation fell 4.2 percent in 1986, 7.1 percent in 1987, and a 





projected 8 percent in 1988, with depreciation accelerating due 
to shortages of spare parts for capital equipment and 
cancellation of maintenance contracts with foreign firms. 
Investment spending under the government budget--the most 
important source of investment funding--fell from $8.8 billion 
in 1986 to $8.2 billion in 1987 and is projected to reach only 
$7.6 billion in 1988. Investment spending has been focused on 
completion of existing projects, with most new projects 
deferred to outlying years. There are some exceptions; for 
example, the government is looking for financing for 
construction of a subway system in Algiers. By and large, 
however, new investment will not exceed 15 percent of the 
government's capital budget for the next several years. 


Investment in social infrastructure--schools, roads, 
hospitals--has been curtailed, while agriculture and water 
resources investments are being given top priority. In spite 
of the slowdown in social spending, education absorbed 15 
percent of the capital budget in 1988, and 15.7 percent was 
spent on agriculture and irrigation. The government intends to 
increase investment spending in 1989 through a program of 
fiscal incentives to public and private investment in 
agriculture, construction and light industry. Investment in 
export industries will also be promoted by fiscal policies and 
export subsidies. Algeria hopes to make up shortfalls in 


investment in other areas by attracting foreign partners (see 
Section G). 


E. BUDGET 


The 1988 operating budget follows traditional priorities, with 
the Education, Interior and Defense Ministries accounting for 
nearly half of total operating costs. It should be noted that 
the Interior Ministry handles provincial revenue-sharing 
programs, which explain its large operating budget. Overall 
spending reflects the austerity imposed by lower hydrocarbons 
revenues. The operating budget of $11.8 billion is 9 percent 
lower than the $13 hillion programmed for 1987, although 

it is slightly higher in nominal dinar terms. The investment 
budget was actually reduced by 500 million dinars, falling in 
dollar value from $8.6 to $7.5 billion. Hydrocarbon revenues 
continue to fall, from $4.5 hillion in 1987 to $4.4 billion in 
1988. Hydrocarbon earnings represent roughly one-quarter of 
total revenues for 1988. The projected Treasury deficit for 
1988 is $4.95 billion, to he financed by internal credit 
expansion. 











F. BALANCE OF PAYMENTS 


In the wake of the oil price collapse of 1986, Algeria's 
current account registered a $3.6 billion deficit, the 
culmination of a small trade deficit and substantial interest 
payments on debt incurred during the heyday of high oil 
prices. The government cut imports by 10 percent in 1986 and 
by another 23 percent (in dollar terms) in 1987. Further, 
measures were taken to reduce Algeria's habitual deficit on 
services. The hard currency allocation for tourism was cut in 
1986 and eliminated in 1988. Beginning mid-1987, contracts for 
consultant, management and construction services with foreign 
firms were cancelled or scaled back, and preference was given 
to local firms on all new contracts. Investment spending was 
cut, and many major projects either cancelled or postponed. 
Technical assistance spending fell by $194 million, down 24 
percent from 1986. Travel costs dropped by $203 million, and 
shipping expenses by $174 million. These savings were 
partially offset by higher interest obligations; interest 
payments rose from $1.43 billion in 1986 to $1.53 billion in 
1987, according to Algerian Government figures. On balance, 
the services deficit fell from $2.4 billion in 1986 to $2.2 
billion in 1987. 


The trade balance moved back into surplus in 1987 on the 
strength of higher oil prices and increased gas sales, the 
latter due in part to settlement of an outstanding contract 
dispute with Distrigas of Boston. The trade balance jumped 
from a deficit of $1.2 billion in 1986 to a surplus of $2.3 
billion in 1987. The result was a 1987 current account that 
was in balance or perhaps even showing a small surplus. 
Despite better performance on the current account, Algeria ran 
a slight balance-of-payments deficit in 1987, reflecting a 
deficit on the capital account. This deficit was apparently 
due to accelerated repayment of foreign principal. The 
resulting balance-of-payments shortfall was financed by drawing 
down reserves and by delaying payments to foreign suppliers. 


Lower oil prices in 1988, as wel) as increased and more costly 
cereals imports due to drought, will probably mean a smaller 
trade surplus. Preliminary forecasts indicate a surplus of 
$1.8 billion. The government has continued to cut services 
contracts and to rely more heavily on local services and 
construction companies to carry out the few new contracts that 
are being tendered. However, interest payments, net of 
receipts, are expected to exceed $1.5 billion for 1988. 
Consequently, the current account should show a slight 
deficit. The capital account is also expected to post a 
deficit, as the government continues to pay down its external 
debt more rapidly than required in an effort to offset the 
effects of dollar devaluation on the debt stock. 
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The balance-of-payments deficit for 1988 could reach $600 
million; it will be covered, as in the past, by delaying 
payments to suppliers and drawing down reserves. Foreign 
reserves are likely to fall to $900 million by year-end, 
representing only one and one-half month's imports. 


Algeria has a reputation for prudent debt management, which has 
been reinforced by the government's draconian measures to 
reduce the medium- and long-term debt stock through accelerated 
repayment of principal. Heavy recourse to short-term debt in 
1986-87 raised fears that Algeria was trading one set of debt 
problems for another. The government reduced reliance on 
short-term financing in 1988 in an effort to allay these 
concerns; nonetheless, short-term obligations had risen to $3.5 
billion as of mid-1988, taking into account exchange rate 
revaluations. Total debt--including short-term and 
military--is estimated at $24-$25 billion, a level which by all 
accounts is sustainable as long as oil prices remain above $15 
per barrel. 


The government will be under pressure to increase indebtedness 
in response to the October 1988 riots. Promises to raise 
minimum wages and consumer subsidies, Treasury bailouts of 
failing state enterprises under the reform program, and 
possible increases in imports associated with renewed investment 
spending imply need for a capital account surplus in 1989. New 
borrowing will be hard to come by, and terms will no doubt be 
stiffer than in the past. Many U.S. hanks are limiting their 
activities in Algeria to trade finance, undertaken at modest 
interest rates but with hefty front-end fees that add up to an 
effective rate in excess of 2 percent over LIBOR. Algeria will 
have to rely on Japanese and Gulf sources for new money, as 
well as increasing recourse to multilateral sources. With debt 
service running at 62 percent of exports in 1988 and likely to 
remain above 60 percent in 1989, borrowing in excess of 
repayment requirements may heighten fears of debt 

rescheduling. 


G. ALGERIA'S ATTITUDE TOWARD FOREIGN INVESTMENT 


Algeria's deepening economic malaise has caused the Algerian 
Government to question the country's choice at independence of 
a self-reliant, centrally-planned economic system, while at the 
same time making further indebtedness an unattractive option 
for funding economic development. As a result, there has been 
increased interest in attracting foreign investment. A 1986 
amendment to the 1982 law on foreign investment was intended to 
help Algeria compete more aggressively for foreign funds. 
Unfortunately, the country's colonial experience and the bloody 
war for independence from the French have made Algeria's 








leadership wary of any significant foreign presence and of 
foreign ownership of Algerian patrimony. This wariness has 
slowed the pace of investment promotion efforts and has 
complicated the task of liberalizing the economy from central 
government constraints. 


Another policy impediment to foreign investment is Algeria's 
overvalued, non convertible currency. The Algerian dinar is 
currently trading at an official rate of 6.45 dinars to the 
dollar, but European banks are offering a buy rate of 33 to the 
dollar and a sell rate of 22-25 to the dollar. The domestic 
parallel market rate is roughly 30 to the dollar. The official 
rate makes local production expensive relative to imported 
goods in the domestic market, while pricing exports out of the 
international market for most products. For the majority of 
foreign firms, it makes more sense to export into the Algerian 
market than to invest in local production, unless government 
import controls assure the foreign investor a local] monopoly. 


In December 1987, Algeria became a member of the International 
Finance Corporation, a World Bank body that promotes private 
investment. The government continues to press for foreign 
investment in hydrocarbon exploration and development, under 
the 1986 Hydrocarbons Investment Law. The law is expected to 
be amended in 1989 to permit standard international arbitration 
clauses in oil and gas investment contracts, clauses which are 
currently prohibited by other legislation. In addition to its 
campaign to promote tourism, the government is laying the 
groundwork for an investment promotion effort in light 
industry. Algeria has no investment promotion organization; 
promotional activities are left to the relevant ministries, 


with assistance from the state-owned banks and the Ministry of 
Finance. 


Algeria's investment priorities are spelled out in the 1985-89 
Five-Year Plan. Key sectors are: agriculture and agribusiness, 
electrical appliances and electronics, heavy machinery, 
construction materials, automobiles, telecommunications 
equipment, textiles, and tourism. Tourism is increasingly 
viewed as an important potential source of hard currency 
revenues and is the sole sector which is open to joint venture 
with private Algerian partners. The government expects foreign 
partners to actively promote export of locally produced goods. 


Under current investment law, the Algerian partner must be a 
state enterprise--except in tourism, as noted above--and must 
own at least 51 percent of the joint venture company. The 
foreign partner may place restrictions on the management 
practices of the Algerian firm, may require the joint venture 
to buy goods and services only from the foreign firm, and may 
set prices of the final product. All joint ventures mist be 





authorized by an interministerial committee, which includes the 
Ministry of Finance, the Planning Council under the Prime 
Ministry, and the ministry (or under proposed reforms, the 
state-owned holding company) under which the local partner 
operates. Preference is given to settling disputes under 
Algerian law, but international arbitration is permitted, 
except in hydrocarbons and mining projects. There is no 
guarantee of Central) Bank authorization for transfer of funds. 


National Assembly debate on changes in Algeria's foreign 
investment codes demonstrated reluctance of many Algerian 
leaders to grant further concessions to foreign investors. 
Nonetheless, given the lack of response to existing incentives 
and the continuing need to attract investment capital, it seems 


likely that there will be additional changes in Algerian 
investment law. 


H. HYDROCARBONS 


Algeria's dwindling oil reserves and its vast natural gas 
deposits prompted the government to diversify the hydrocarbons 
industry away from crude oil and toward natural gas, 
condensates, and refined products. This diversification was 
virtually complete by the early 1980s, and shielded Algeria 
from the decline in oil prices during that period. Algeria's 
1987 trade figures show the success of this policy--crude oil 
accounted for 22.4 percent of sales; condensates, 26.3 percent; 
refined products and liquified petroleum gas, 29.2 percent; and 
natural gas, 22.1 percent. Diversification failed to protect 
Algeria from the impact of the oil market slump which began in 
1986, as other energy prices followed the price of crude down. 


While energy prices remain low, earnings from natural gas are 
on an upswing. The Algerians have demonstrated increasing 
Flexibility on gas pricing--particularly in the U.S. 
market--and the policy change is paying off. In late 1986, 
Algeria resolved a gas pricing dispute with Italy, and an 
estimated 10.5 billion cubic meters of natural gas will flow 
through the Transmed pipeline in 1988. Algerian hydrocarbons 
firm SONATRACH has also signed an LNG contract with ENAGAS of 
Spain for export of up to 3.8 billion cubic meters of LNG per 
year through 2004. A study is under way for a pipeline across 
Morocco into Spain to serve the Spanish and Moroccan markets 
directly; the pipeline could eventually link up with the French 
pipeline grid, freeing substantial quantities of LNG for export 
elsewhere. Meanwhile, the 2-year dispute with Gaz de France 
over volume and price of Algerian LNG exports lingers on, as 
does renegotiation of SONATRACH's contract with Distrigaz of 
Belgium. The latter has been submitted to international 
arbitration. 











Outstanding disputes with two U.S. firms were resolved in 1987, 
and new long-term contracts have been signed which could lead 
to sales of up to 4.5 billion cubic meters per year of Algerian 
LNG in the U.S. market at prevailing market prices. Algeria 
has signed provisional contracts with Brazil, Greece, Turkey 
and Czechoslovakia for LNG deliveries beginning in 1990-91. 
Negotiations are under way for extension of the Transmed 
pipeline, via the Italian grid, into Yugoslavia. These new 
contracts will put substantial pressure on existing LNG 
capacity and will require major upgrades in present facilities, 
if not additional construction, in order to meet projected 
commitments. 


Growing markets, anticipation of higher energy prices in the 
early 1990s, and declining production in Algeria's rapidly 
depleting oil fields make new, large investments in hydrocarbon 
exploration, production, and processing imperative. Current 
and projected resources are inadequate to underwrite the cost 
of such investment, and therefore increasing attention is being 
paid to attracting foreign investment in this key sector of the 
Algerian economy. The 1986 Hydrocarbons Investment Law 
(mentioned in Section G) is the first of what should be several 
measures intended to promote foreign investment in 
hydrocarbons. In addition to investment opportunities, 
substantial opportunities could exist for U.S. engineering and 
construction firms, and for oil field equipment, building 
materials, and construction machinery manufacturers. 


I. IMPLICATIONS FOR THE UNITED STATES 


The United States is Algeria's most important client, with U.S. 
purchases totalling $2.1 billion in 1987, nearly 15 percent of 
U.S. imports from the Middle East and North Africa. However, 
France remains Algeria's largest trading partner, with 1987 
exports of $1.96 billion and imports of $1.42 billion. U.S. 
sales to Algeria in 1987 totalled only $426.3 million, but that 
amount will have nearly doubled in 1988. American technology 
continues to dominate the vital hydrocarbons sector, which was 
modernized and expanded by U.S. firms in the 1970s. U.S. 
companies are well-placed to win contracts for further upgrade 
and expansion over the next few years. U.S. agricultural 
products are also much appreciated in the Algerian market, and 
sales have boomed since 1986, buttressed by aggressive trade 
promotion on the part of the U.S. Embassy's Agricultural Trade 
Office and government-guaranteed credits under Commodity Credit 
Corporation programs. 


The U.S. share of the Algerian import market has hovered in the 
5-8 percent range since independence, but strong agricultural 
sales and recent contracts in oil field and other high 





technology products are expected to give the United States at 
least 13 percent of the Algerian market in 1988. That share is 
likely to be preserved in 1989, in spite of stiff competition. 
Even so, the export value remains below the average of nearly 
$1 billion in the early 1970s, reflecting the Algeria's 
straitened resources. 


Algeria's centralized, statist system makes doing business 
difficult for American firms. Foreign trade has heretofore 
been done under state monopoly, although there are indications 
that this may be changing. Foreign firms are not allowed to 
use private sector intermediaries and must therefore deal 
directly with the state monopoly importer of their product. 
This too is under review, however, and use of trading companies 
and liaison offices may be expanded in 1989. The greatest 
difficulty is geographic; under the current system of doing 
business, frequent sales trips are required to develop and 
maintain contacts. Such trips are costly and logistically 
complicated for U.S. firms. 


Algerian state officials move frequently to new assignments, 
which exacerbates the difficulty of making oneself and one's 
product line known to a given office. It is useful to 
cultivate and to familiarize ministry and state company 
officials at all levels, since employees in relatively humble 
positions may represent the institutional memory of the 
ministry or firm. 


Payment delays continue to plague foreign suppliers, including 
Americans, and the situation is likely to worsen in 1989. 
Algerian entities always honor deadlines for payment due to 
banks, but they routinely delay payments owed directly to 
private firms which have sold on a cash-against-documents 
basis. As of late 1988, payments are averaging six to eight 
months behind schedule. Bankers generally credit Algerian 
financial managers with sound macroeconomic management, but are 
increasingly worried about Algeria's ability to continue its 
tight control over debt and balance of payments. Most U.S. 
banks have stopped medium-term lending, citing country limits. 


Financing has become crucial to business success in Algeria. 
Since early 1987, the government has pressed for 12-]8 month 
financing for nearly all purchases, including spare parts and 
consumables. European and Japanese competitors have an 
advantage over U.S. firms because European and Japanese hanks, 
strongly supported by government funds, are willing and able to 
come up with necessary financing at terms acceptable to the 
Algerians. European subsidiaries of U.S. companies have 
sometimes benefitted from such financing. The U.S. 
Export-Import Bank has responded to this competition with an 
innovative guarantee program which has proven quite effective 
in supporting the U.S. market share in Algeria. 











Countertrade is less heavily stressed than it was in early 
1986, as the Algerians have come to realize how little they 
have to offer outside hydrocarbons. The East Germans and 
Soviet Union are taking some goods in countertrade--rail 
wagons, heavy equipment and bulk wine, for example. Other 
countertrade deals are in the works, but most of them involve 
LNG or other hydrocarbons. 


French is still the language of business in Algeria, although 
the government's push for Arabization is paradoxically making 
English more widespread, particularly among technicians and 
technocrats. Even so, U.S. exporters and investors must be 
prepared to correspond and negotiate in French. If company 
literature is only available in English, it should be sent; it 
may be read. In any case, suppliers should not expect replies 
from Algerian Government entities, at least not until a working 
relationship has been well established. Algerian preference 
for government-to-government and government-sponsored deals is 
also an impediment to U.S. companies and tends to favor 
European suppliers. 


J. BEST PROSPECTS 


Algeria's import market is divided between bulk food and feed, 
and industrial components and spare parts. Prior emphasis on 
industrialization has resulted in hundreds of factories 
producing finished goods for the local market from imported raw 
materials by means of imported equipment. Since these factories 
are hard-pressed to meet the demands of Algeria's burgeoning 
population, there is occasional call for importing finished 


goods, although economic austerity has limited such markets in 
recent years. 


One-third of Algerian industrial imports fall in the following 
Six categories: construction equipment; plastics processing 
equipment, including machine tools and molds; vehicle spare 
parts, especially engines, tires and electrical components; 
mining machinery; electric power generation equipment; and 
computers and peripherals. U.S. firms are competitive in all 
these sectors. 


Other product areas generating imports include industrial 
refrigeration and air conditioning, agricultural machinery, 
aircraft and spares, chemicals, food processing machinery, 
medical equipment and pharmaceuticals, oil and gas field 


technology, telecommunications equipment, and water resources 
technology. 


The U.S. Department of Commerce is working with the 
U.S.Information Agency (USIA) to promote U.S. products through 
Worldnet satellite television broadcasts, and several are 
scheduled for 1989. In addition, the U.S. Foreign Commercial 
Service office in Algeria is sponsoring a U.S. Pavilion at the 
Algiers International Trade Fair in the spring of 1989. 





The U.S. Departments of State and Agriculture, the Agency for 
International Development and -the private sector are organizing 


an Agricultural Trade and Development Mission for January 
1989. 


Further information on trade and investment opportunities in 
Algeria is available from the Commerce desk officer: 


-- Jeffrey B. Johnson 
International Trade Administration 
U.S. Department of Commerce 
Room H-2039 
Washington, D.C. 20230 
TEL: 202-377-4652 


or the Algerian Embassy: 


-- COMMERCIAL SECTION 
Embassy of the Democratic Popular 
Republic of Algeria 
2118 Kalorama Road, N.W. 
Washington, D.C. 20008 
TEL: 202-328-5300 








